Abstract. Immovable property tax is one of the national taxes the administration of which is subjected to continuous changes. Frequent amendments to the law "On Immovable Property Tax" (1997) also evidence the mentioned changes. The procedure for tax calculation, tax base, and tax rates has been considerably changed in the course of time. The research provides a discussion on the changes in tax formation, development, and administration in Latvia to understand better the essence of immovable property tax. The research aim was to analyse the development of immovable property tax and the course of reforms for the period of 1998-2012. The research also studies the expected changes in the application of immovable property tax from the year 2013. It is envisaged to transfer the rights to local governments to determine the immovable property tax rates in their administrative territories within the range of 0.2-3% from 2013. The research concludes that frequent reforms of immovable property tax have promoted the development of a new, stable, and predictable methodology for the future application of immovable property tax in Latvia. The analysis of revenues from immovable property tax for the period of 2006-2011 is based on the annually growing significance of immovable property tax. The research suggests that immovable property tax is the only tax the revenues of which have increased within the period of 2009-2011 and the largest revenues from immovable property tax are collected in Riga City municipality comprising 53% of the total revenues from immovable property tax collected in Latvia.
Introduction
In Latvia, many discussions have been recently held on the necessity to change the procedure for the application of immovable property tax. Reforms and frequent legislative amendments related with immovable property tax have complicated the application of immovable property tax in Latvia. Hence, relatively little attention has been paid to issues of immovable property tax formation and development. Aizsilnieks (1968) and Urtāns (2003) have viewed historical aspects of immovable property tax; yet, they have viewed tax as a history of the national economy. In Latvia, immovable property tax policy, aspects of tax application and improvement have been studied by Kavale (1998) Topicality and choice of the research theme is based on the fact that there are no scientific publications among relatively few publications on immovable property tax issues dwelling upon the studies of immovable property tax development and reforms in Latvia for the period of 1998-2012.
The research is based on the hypothesis that frequent reforms of immovable property tax have promoted the development of a new, stable, and predictable methodology for the future application of immovable property tax in Latvia.
To verify the hypothesis, the aim was set: to analyse the development of immovable property tax and the course of reforms for the period of 1998-2012 as well as the expected changes in 2013.
The following tasks were advanced to achieve the set aim: 1) to study the application and reforms of immovable property tax in Latvia; 2) to compare tax revenues, structure, and the proportion and position of immovable property tax in total tax revenues of Latvia; and 3) to compare the breakdown of immovable property tax revenues by the largest cities of Latvia and to analyse the dynamics of immovable property tax revenues in Riga city.
Materials and Methods
Historical approach method, monographic descriptive method and methods of economic and statistical data analysis were used for the research purpose.
Legal and regulatory enactments and documents of the Republic of Latvia related with immovable property tax were used to analyse legislative base regulating immovable property tax. In addition, data of the Ministry of Finance of the Republic of Latvia and the State Revenue Service were used to analyse and to compare revenues from immovable property tax for the period of 2006-2011, as well as data of Riga City municipality on the budget performance were used to analyse the dynamics of Riga city revenues from immovable property tax for the period of 2006-2011.
Results and Discussion
Immovable property tax is one of the national taxes the administration of which is subjected to continuous changes. Frequent amendments to the law "On Immovable Property Tax" (Par nekustamā …, 1997) also evidence the mentioned changes. Not only the enumeration of taxable items but also the procedure for tax calculation, tax base, tax rates, and tax reliefs has been considerably changed in the course of time. Therefore, not always taxpayers have a clear understanding on the amount of tax to be paid and on the principles for its calculation.
Immovable property tax is a significant source of budget revenues for local governments. Unlike other taxes, a local government calculates immovable property tax for real estate located in its territory. In contrast, Section 8, Paragraph 4 of the law "On Immovable Property Tax" (Par nekustamā …, 1997) prescribes that the State Revenue Service performs the control function for the application of the mentioned tax, namely, it checks the compliance of calculation, collection, and accounting for immovable property tax done by the local government with the norms of legal and regulatory enactments.
Local governments play the basic role in the administration of immovable property tax, since they ensure basic processes for tax administration: registration of taxpayers, tax calculation, information of taxpayers on the amount of payable tax, accounting for tax revenues, collection of tax debts, and consultation of taxpayers.
Process of immovable property tax reforms in Latvia
History on the formation, development, and administration of immovable property tax in Latvia is described to provide a better understanding on its essence.
According to the ideas expressed in Urtāns (2003) and Aizsilnieks (1968) studies, already in the 12th century the house-owners in Riga paid a tax on immovable property, which was calculated by the value of owned house or building. In addition to immovable property tax, the town council gained revenues from the land tax imposed on the use of town buildings, landed estates, and land areas for storage of goods. The Town Council as the highest finance and tax institution imposed and collected these taxes. Riga City Tax Department was established at the end of the 18th century, and inspectors from the Tax Department strictly listed and supervised all the taxpayers. After the proclamation of the Republic of Latvia, paying of a lump-sum immovable property tax was determined in the towns. The tax rate was 3% of the real estate value and it had been changed several times over the years. The immovable property tax provided the largest revenues in municipal budgets, and it shall be noted that already at that time tax reliefs were envisaged for real estate belonging to the state, municipality, or charity organisations. Tax on immovable property was also collected during the Soviet and German occupation; yet, the only difference was in the name of the tax.
In Latvia, a new tax system became effective from 1 January 1991. In December 1990, laws "On Property Tax" (Par īpašuma …, 1990) and "On Land Tax" (Par zemes …, 1990) were passed and they became effective on 1 January 1991.
The law "On Land Tax" (1990) was aimed to raise interest of land users and municipalities in better management of land located in their territories. The law identified taxpayers, land areas, tax rates, tax reliefs, and procedure for tax payment as well as granted rights to municipalities to increase or decrease tax rates even up to 3 times. The land tax was levied upon land areas which by the governmental or municipal decision were transferred to natural and legal entities for use or were their property. From 1997, the land tax was calculated at a rate of 1.5% of the land cadastral value or the land cadastral base value calculated by a municipality. Municipalities calculated the land cadastral base value by the land cadastral sample value considering the aim for the land use and belonging to a particular land value zone for those land items that lacked the identified cadastral value (Grozījumi likumā "Par zemes …", 1997).
The development of national economy and business required the necessity to reform and change the existing tax system, thus approximating it to the European Union tax policy principles. Significant changes in the tax system of Latvia occurred between 1994 and 1998 when almost all tax laws being in force were replaced with new laws, which specified or abolished the existing taxes and introduced several new taxes instead.
From 1 January 1998, the law "On Land Tax" (Par zemes …, 1990) became invalid and it was replaced with the law "On Immovable Property Tax" (Par nekustamā …, 1997).
The draft law "On Immovable Property Tax" was elaborated and submitted to the Parliament for the review already in 1995; however, according to the government acknowledgement, the law may not become effective up to the introduction and verification in practice of the methodology for determination of tax base. The State Land Service needed time to establish a corresponding informative and technical base for the introduction of immovable property mass cadastral valuation system, to ensure the necessary software, and to train employees.
The process of immovable property tax reform from 1998 to 2012 is outlined in Table 1 .
Discussing and analysing the process of immovable property tax reform and continuous amendments to the law, it is essential to remember the aim set for the tax reform -to ensure maximum simple and fair taxation of immovable property through the principle of neutrality, i.e. low tax rate, wide range of taxpayers, and minimum tax reliefs. In addition, the aim of the law is to ensure stable and foreseeable municipal budget revenues from this tax (Fiļipoviča & Lāce, 2006) .
1 January 1998 is regarded as the beginning of immovable property tax reform when the law "On Immovable Property Tax" became effective. Initially, the law envisaged the imposition of the tax only on land with the application of a tax rate of 1.5% and cadastral value serving as the tax base. The law "On Property Tax" (Par īpašuma …, 1990) continued to operate in parallel, the tax rate ranged between 0.5% and 4% depending on the property book or stock-taking value. Taxpayers themselves calculated the property tax by submitting a declaration on the expected value of taxable property and the amount of tax to be paid in the respective year to the State Inspection of Finance, later the State Revenue Service. In 1998, a lowering coefficient of 0.8% was applied to the property tax to promote business. In 1999, fixed assets were excluded from the taxable items to enhance procurement and renovation of production equipment (Grozījumi likumā "Par īpašuma …", 1997).
It was envisaged to impose the immovable property tax at the rate of 1% both on land and buildings according to their cadastral value from 2000. Tax calculation by the cadastral value of buildings was suspended until 1 January 2007. The suspension was based on both the insufficient capacity of the State Land Service and financing allocated for the process of cadastral valuation of immovable property as well as the expected decrease of revenues from immovable property tax in municipal budgets.
Starting from 2000, municipalities were increasingly involved in the implementation of tax administration functions. On 1 January 2000, the law "On Property Tax" (1990) became invalid and terms on taxation of buildings and constructions were included into the transitional provisions of the law "On Immovable Property Tax" by 31 December 2006 (Grozījumi likumā "Par nekustamā …", 1999). By 1 January 2000, the State Revenue Service had to hand information being at its disposal on taxpayers and items taxable with immovable property tax to the municipalities so the municipalities had accounting on those payers of immovable property tax who were paying tax on buildings and constructions.
Therefore, similar to land, buildings and constructions were taxed at the rate of 1.5% from 2000 to 2006. Yet, the book or stock-taking value and not the cadastral value served as the tax base. A considerable tax relief was introduced from 2001 to attract investment and reduce tax burden in business sector, namely, immovable property tax is not imposed upon buildings erected or reconstructed for the performance of economic activities -for one year counting from the next month after its transfer for exploitation, and this provision is still being in force (Grozījumi likumā "Par nekustamā …", 2000).
Starting from 2007, constructions were excluded from the taxable items and the calculation of immovable property tax on buildings was started applying the cadastral value as the tax base. Starting from 2008, the immovable property tax rate was reduced down to 1% and the limitation Non-cultivated agricultural area -3%*** Land -1.5%**** Engineering constructions -1.5% Residential buildings -0.2%-0.6% Buildings -1.5%**** * -in 1998, multiplied by the coefficient 0.8; ** -the amount of immovable property tax may not exceed 25% compared with the previous year; *** -excluding land, the area of which does not exceed one hectare or which has restrictions for agricultural activities stated by regulatory enactments; **** -Binding Regulations issued by every municipality prescribe procedure for the calculation of immovable property tax.
Source: based on Grozījumi likumā "Par īpašuma nodokli" (1997) and Grozījumi likumā "Par nekustamā īpašuma nodokli" (1999, 2009, 2011). for the increase of tax in the amount of 25% was determined to avert the increase of immovable property tax burden.
The next stage of immovable property tax reform pertains to the expansion of immovable property tax base. Extensive discussions on taxation of housing fund have been hold in the society of Latvia for a long time. On 1 December 2009, amendments to the law "On Immovable Property Tax" were adopted after long discussions and they came into force on 1 January 2010. The amendments stipulated that residential buildings are taxed at a progressive tax rate within a range from 0.1% to 0.3%. Immovable property tax rate was also changed for land and non-residential buildings to 1.5% of cadastral value (instead of the previous 1%), and it was prescribed that immovable property tax should be imposed upon engineering constructions at a rate of 1.5% of cadastral value of the immovable property, and upon uncultivated agricultural land -at a rate of 3% of cadastral value.
Starting from 2011, immovable property tax rate is doubled at a rate of 0.2-0.6% of cadastral value for residential buildings; this tax rate is effective also in 2012.
An essential novelty in the administration process of immovable property tax is introduced from 2012. Municipalities are eligible to issue Binding Regulations, which are adopted consistent with Section 46 of the law "On Municipalities" (Par pašvaldībām, 2011). The Binding Regulations prescribe the rights to apply the increase in tax rate limitation in 2012 or retain the amount of tax at the rate of 2011 as well as to state whether the immovable property tax is imposed upon auxiliary buildings and environment degrading constructions (Grozījumi likumā "Par nekustamā …", 2011).
The analysis of Binding Regulations adopted in the largest cities and towns of Latvia (Par nekustamā īpašuma nodokļa piemērošanu Daugavpils…, 2012; Nekustamā īpašuma nodokļa…, 2012; Par nekustamā īpašuma nodokļa aprēķināšanu…, 2012; Par nekustamā īpašuma nodokli Jūrmalā, 2012; Par nekustamā īpašuma nodokli Rīgā, 2012; Kārtība, kādā tiek…, 2012) leads to the conclusion that the limitation for the increase in immovable property tax is retained in these cities and towns -in 2012, the amount of immovable property tax may not exceed the amount of tax calculated for the previous taxation year by more than 25%, as well as the tax is not imposed upon auxiliary premises of residential buildings.
Starting from 2013, the government of Latvia has envisaged considerable changes in the sphere of immovable property tax. It is anticipated to confer the rights to the municipalities to determine immovable property tax rates within a range from 0.2% to 3%. Therefore, each municipality shall issue Binding Regulations prescribing the procedure for setting of immovable property tax rates and tax administration. Binding Regulations shall be issued prior to 1 July 2012. A significant novelty is that municipalities are obliged to observe several principles setting the immovable property tax rates: 1) principle of equitable grouping under which taxpayers or taxable items are grouped consistent with equitable criteria; 2) principle of efficiency under which a municipality
proportionates tax administration expenses with tax revenues; 3) principle of responsible budget planning under which a municipality balances its responsibilities with the resources necessary for the performance of responsibilities; 4) principle of predictability and stability under which tax rates are duly set for at least a two-year period if the increase or decrease in immovable property base value is less than 20% comparing the base values in the taxation year and the pretaxation year; 5) principle of business support under which a municipality applies the tax rate as means to increase the competitiveness of businesses or certain sectors of business operating in its territory; 6) principle of social responsibility under which a municipality reckons on the impact of tax rate on the groups of socially less-protected and needy population as well as ability of population to pay taxes; 7) principle of the territorial development and arrangement under which a municipality applies the tax rate to promote the development and arrangement of its territory (LR Finanšu ministrija, 2012). Hence, the continuous changes in and reforms of immovable property tax speak on its topicality. Therefore, the latest adopted amendments to the law may be considered only as temporary solution, since the government is continuing discussions on the improvement of possibilities of the immovable property tax. Therefore it is possible to assert that the immovable property tax reform is being continued. The continuous changes in immovable property tax
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have enhanced the introduction of a new predictable and stable process for setting immovable property tax rates in Latvia from 2013.
Assessment of the share of immovable property tax in general governmentconsolidated budget tax revenues of Latvia
The analysis of the role and share of immovable property tax in total tax revenues of Latvia is based on the annual increasing topicality of immovable property tax.
Tax revenues and tax structure in Latvia for the period of 2006-2011 are outlined in Table 2 with the onset of the economic crisis in Latvia, thus reaching the lowest indicator of LVL 3506.5 million in 2010, which is LVL 1503 million or 30% less compared with 2008. The decrease in tax amount is due to the rapid decline in internal consumption, wages, salaries, and corporate profit, and the increase in unemployment, shadow economy, and structural changes in tax base.
In 2009, corporate income tax (CIT) tax experienced one of the most considerable declines, which was by LVL 305.9 million or 60.8% less compared with 2008. The decrease relates to a significant reduction of corporate profit. The economic slowdown and decrease in wages and employment affected the decline in the amount of bulky state social mandatory insurance contributions and personal income tax. Irrespective of the implemented changes in the administration of personal income tax, in 2010 (reduction in the untaxed minimum and According to Table 2 , revenues from immovable property tax have had an annual increasing tendency in absolute figures. A decline in revenues from immovable property tax in absolute figures was observed only in 2008. The change in immovable property tax rate for land from 1.5% to 1% of cadastral value and the introduction of limitation for the increase in tax in the amount of 25% explain the decrease in revenues from immovable property tax. An essential increase in the share of immovable property tax in general tax revenues of Latvia is experienced starting from 2010 with the increase in immovable property tax rate for land (to 1.5% instead of a 1% rate set earlier) and expansion of the set of items taxable with immovable property tax. Starting from 2011, the immovable property tax is levied upon engineering constructions (a tax rate of 1.5%) and residential buildings (a tax rate of 0.1-0.3%). In 2011, the tax rate for residential buildings was doubled to 0.2-0.6%, thus also increasing the revenues from immovable property tax and reaching the highest indicator of LVL 110.2 million in 2011 (Kopsavilkums par budžeta …, 2011).
The analysis of position of each tax in total tax revenues of Latvia shows that in 2011, the state social insurance mandatory contributions constituted the largest share or 32.8% of tax revenues followed by value added tax -24.3%, personal income tax -19.83%, excise tax -12.2%, corporate income tax -4.9%, and immovable property tax -2.8%. Hence, the five largest taxes in terms of revenues were as follows: state social insurance mandatory contributions, value added tax, personal income tax, excise tax, and corporate income tax. The immovable property tax took the 6th position and its share in tax revenues of 2011 was relatively small -2.8%; however, its share had increased by 1.4 percentage points compared with 2008. The growth of immovable property tax share relates with the increase in immovable property tax in absolute figures and the changes in the structure of other taxes (corporate income tax, personal income tax, value added tax, etc.) -the decrease in revenues and share in total tax revenues, thus simultaneously causing the increase in immovable property tax share.
Further, the authors have analysed the breakdown of revenues from immovable property tax in the largest cities/towns and counties of Latvia in 2011 (Fig. 1) , since the immovable property tax takes an essential position in a municipal budget and is the only tax which is paid to the municipal budget for 100%.
As shown in Figure 1 , in 2011, the largest share of immovable property tax amount has been collected in Riga city, namely, 53% of total tax revenues, while the smallest share, 0.4%, goes to Jēkabpils town; totally 32.9% were collected in 109 counties (LR Finanšu ministrija, 2011). These data allow concluding that the immovable property tax takes a significant position exactly in the municipality of Riga city, since the revenues from immovable property tax constitute more than a half of the total revenues from immovable property tax collected in Latvia.
These large differences in the share of immovable property tax among cities and towns coincide with the difference in cadastral values, since the cadastral value is the base for calculation of immovable property tax. Therefore, the authors proceed with the analysis of the amounts of cadastral values for land and buildings determined by the State Land Service in cities and towns of Latvia for 2011 (Tables 3  and 4 ). According to the data summarised in The base of cadastral value is the main factor affecting the amount of cadastral value. The base of cadastral value is adopted by the Cabinet by 15 June of each year. The base of cadastral value is a set of data characterising values necessary for the calculation of cadastral value -base values and adjustment ratios. These values and ratios are determined for a group of cadastre items in a relatively homogeneous territory, zone, in terms of values; the determination is based on the analysis (two previous years are considered) of real estate market information (Nekustamā īpašuma valsts…, 2005).
Analysis of revenues from immovable property tax collected in Riga city
Personal income tax, immovable property tax, and lottery and gambling tax constitute the main revenues in the budget of Riga City municipality.
Tax revenues of the Riga city general budget for the period of 2006-2011 is shown in Table 5 . Its data analysis reveals that in 2011, total tax revenues decreased by LVL 88.2 million or 22.3% compared with 2008. The slowdown of economic activity in the country promoted the decrease in the amount of tax revenues -increase in unemployment and reduction in work payment (Rīgas pilsētas pašvaldības…, Analysing the increase in immovable property tax individually by land and buildings, it may be concluded that growth tendencies were different. As shown in Table 5 , the immovable property tax for buildings increased until 2008; a significant increase was observed in 2007. The increase is associated with the changes in immovable property tax base for buildings. Starting from 2007, the tax for buildings is calculated from the cadastral value of buildings, while previously, it was calculated from the book value of buildings, which was reduced due to depreciation. At the same time, cadastral values for buildings were determined for tax needs upon updated value bases.
The immovable property tax for buildings declined in 2008 and 2009, which is related with the change in calculation procedure of cadastral value for production units. The calculation of cadastral value for 2007 was based on the volume or cubic metres of production unit, but for the year 2008 -on the total area of building in square metres.
In 2007, revenues collected from the immovable property tax for land stayed on the level of 2006; however, a rapid increase in immovable property tax was observed from 2008. The increase is related with updating of cadastral base value for land in 2007, which influenced the amount of immovable property tax.
The analysed data ( Table 5 ) allow concluding that the increase in the second most important source of revenues -immovable property tax -in Riga municipality from 2010 is explained by the fact that the immovable property tax is imposed upon residential buildings and engineering constructions starting from 2010, thus causing the strengthening of this tax and growth of its share in total tax revenues of Riga municipality. 
Conclusions

